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INDEPENDENT AUDITORS REPORT

To the Board of Directors

The Petroleum Clearinghouse Inc

Denve Colorado

We have audited the accompany ng statement of financial condition of The Petroleum Clearinghouse Inc the

Company as of September 2012 and the related statements of operations stockholders equity and cash

flows for the year then ended that you are filing pursuant to Rule 7a-5 under the Securities Exchange Act of 1934

These financial statements are the responsibility of the Companys management Our responsibility is to express

an opinion on these financial statements based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of America

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the

financial statements are free of material misstatement An audit includes examining on test basis evidence

supportir.g the amounts and disclosures in the financial statements An audit also includes assessing the accounting

principles used and significant estimates made by management as well as evaluating the overall financial statement

presentation We believe that our audit provides reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the financial

position of The Petroleum Clearinghouse Inc as of September 30 2012 and the results of its operations and its

cash flows for the year then ended in conformity with accounting principles generally accepted in the United States

of America

Our audit was conducted for the purpose of forming an opinion on the financial statements as whole The

supplementary information contained in Schedules and required by Rule 7a-5 under the Securities Exchange
Act of 934 is presented for

purposes
of additional analysis and is not required part of the financial statements

Such information is the responsibility of management and was derived from and relates directly to the underlying

accounting and other records used to prepare the financial statements The information has been subjected to the

auditing procedures applied in the audit of the financial statements and certain additional procedures including

comparing and reconciling such information directly to the underlying accounting and other records used to prepare

the financial statements or to the financial statements themselves and other additional procedures in accordance

with auditing standards generally accepted in the United States of America In our opinion the information is

fairly stated in all material respects in relation to the financial statements as whole

I-kin Associates LLP

Denver Colorado

November 26 2012
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THE PETROLEUM CLEARINGHOUSE INC

STATEMENT OF FINANCIAL CONDITION

SEPTEMBER 30 2012

ASSETS

CURRENT ASSETS

Cash and cash equivalents 17543

Prepaid expense 2050
Receivable from affiliate 1823

Total current assets 31416

Deferred tax asset 7546

TOTAL ASSETS 38.962

LIABilITIES AND STOCKHOLDERS EOUITY

LIABILITIES

COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS EQUITY
Common stock $0.01 par value 10000 shares authorized

1000 shares issued and outstanding 10

Additional paid-in capital 47237
Accumulated deficit 8.285

Total stockholders equity 38.962

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY 38.962

See accompanying notes to these financial statement
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THE PETROLEUM CLEARINGHOUSE INC

STATEMENT OF OPERATIONS

FOR THE YEAR ENDED SEPTEMBER 30 2012

RETENTION FEE REVENUE 208879

OPERATING EXPENSES

Management service fee 166566
Administrative fee and expenses 31685

Occupancy fee 6.663

Total operating expenses 204.914

INCOME FROM OPERATIONS 3965

Income tax benefit 7546

NET INCOME 11.511

See accompanying notes to these financial statements
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THE PETROLEUM CLEARINGHOUSE INC

STATEMENT OF STOCKHOLDERS EQUITY

FOR THE YEAR ENDED SEPTEMBER 30 2012

ADDITIONAL TOTAL

COMMON STOCK PAID-IN ACCUMULATED STOCKHOLDERS

SHARES AMOUNT CAPITAL DEFICIT EQUITY

BALANCES October 2011 1000 10 47237 19796 27451

Net income 11511 11511

BALANCES September30 2012 1.000 10 47.237 8.285 38.962

See accompanying notes to these financial statements
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THE PETROLEUM CLEARINGHOUSE INC

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED SEPTEMBER 30 2012

OPERATING ACTIVITIEs

Net income 11511

Adjustments to reconcile net income to net cash used in operating activities

Increase in receivable from affiliate 4462
Decrease in prepaid expense 347

Increase in deferred tax asset 7.546

Net cash used in operating activities 150

DECREASE IN CASH AND CASH EQUIVALENTS 150

CASH AND CASH EQUIVALENTS beginning of period 17693

CASH AND CASH EQUIVALENTS end of period 17.543

See accompanying notes to these financial statements
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THE PETROLEUM CLEARINGHOUSE INC

NOTES TO FINANCIAL STATEMENTS

BUSINESS

The Petroleum Clearinghouse Inc the Clearinghouse or the Company was incorporated in the

state of Delaware on January 2005 The Company is registered direct participation program broker-

dealer under the Securities Exchange Act of 1934 the Securities Act The Company is wholly

owned subsidiary of Petroleum Clearinghouse Holdings LLC wholly owned subsidiary of P2

Acquisition LLC P2

The purpose of the Company is to hold and maintain the broker-dealer license The Company entered

into Management Services Agreement MSA with The Oil and Gas Clearinghouse LLC OGAC in

October 2009 Under the terms of the MSA OGAC pays the Company monthly retention fee in

exchange for use of the broker-dealer license in its auction and negotiated transactions operations The

Company which has no employees or facilities of its own pays OGAC monthly management service

administrative and occupancy fees in exchange for administrative payroll and other services The

MSA renews automatically for successive one-year periods unless terminated by either
party upon 30 to

180 days advance notice

The Company follows accounting standards set by the Financial Accounting Standards Board

commonly referred to as the FASB The FASB sets generally accepted accounting principles GAAP
that the Company follows to ensure they consistently report their financial condition results of

operations and cash flows References to GAAP issued by the FASB in these footnotes are to the

FASB Accounting Standards Codification sometimes referred to as the Codification or ASC

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates In preparing the financial statements in conformity with U.S generally accepted

accounting principles management is required to make estimates and assumptions that affect the

reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities as of the

date of the financial statements and revenue and expenses during the reporting period Actual results

could differ from those estimates

Cash and Cash Eguival cDJ The Company considers all highly liquid instruments purchased with an

original maturity of 90 days or less to be cash equivalents

enue Recognition The Company generates revenue by providing dealer/manager services to

ailhliates The Company receives set monthly retention fee as specified in the MSA with OGAC
Revenue is recognized as earned
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THE PETROLEUM CLEARINGHOUSE INC

NOTES TO FINANCIAL STATEMENTS

Income Taxes Deferred tax assets and liabilities are recorded for the estimated future tax effects of

temporary differences between the tax basis of assets and liabilities and amounts reported in the

accompanying statement of financial condition and for operating loss and tax credit carryforwards

Credit Risk Financial instruments that potentially subject the Company to concentrations of credit risk

consist principally of cash and payable to affiliate The Company places its cash with financial

institutions that management believes are creditworthy

NET CAPITAL

Pursuant to the net capital provisions of Rule 5c3-l of the Securities Act the Company is required to

maintain minimum net capital of $5000 The provisions also require that the ratio of aggregate

indebtedness to net capital both as defined by the Securities Act shall not exceed 151 As of

September 30 2012 the excess net capital of the Clearinghouse was $12543 and the Company was in

compliance with the minimum net capital requirements and the related net capital ratio

INCOME TAXES

The Companys deferred tax asset as of September 30 2012 was approximately $7500 and consisted

mainly of net operating loss carryforwards of approximately $39600 which will begin to expire in

2027 The Company has released its valuation allowance previously recorded against the full value of

its deferred tax asset as it is more likely than not that the asset will be realizable The valuation

allowance decreased by $8300 during the year
ended September 302012 The difference between the

actual provision for income taxes and the provision computed by applying the federal statutory rate of

15% to income before income taxes for the year ended September 30 2012 consisted of state income

taxes and the change in the valuation allowance

Beginning with the adoption of FASB Interpretation No 48 Accounting for Uncertainty in Income

Taxes Interpretation 48 included in FASB ASC Subtopic 740-10 Income Taxes Overall as of

October 2009 the Company recognizes the effect of income tax positions only if those positions are

more likely than not of being sustained upon review Recognized income tax positions are measured at

the largest amount that is
greater than 50% likely of being realized Changes in recognition or

measurement are reflected in the period in which the change in judgment occurs Management

evaluated the Companys tax positions and concluded that the Company had taken no uncertain tax

positions that require adjustment to the financial statements to comply with the provisions of this

guidance as of September 30 2012 There are currently no federal or state income tax examinations

underway The Companys tax years of 2009 and forward are subject to examination by federal and

state taxing authorities The Company recognizes interest and penalties related to income tax in income

tax expense As of September 30 2012 there were no such expenses

-8-



THE PETROLEUM CLEARINGHOUSE INC

NOTES TO FINANCIAL STATEMENTS

RECEIVABLE FROMIPAVABLE TO AFFILIATE

The receivable from affiliate of$l 1823 at September 302012 results from the net transactions pursuant

to the MSA with OGAC

SUBSEQUENT EVENTS

The Company evaluated subsequent events after the balance sheet date of September 302012 through

November 26 2012 the date that the financial statements were available to be issued

On December 23 2011 F1NRA issued to PCI its Report on the Examination of PCI the Audit Exit

Report resulting from an audit of the books records and operations of PCI and OGAC conducted by

F1NRA In the Audit Exit Report FINRA cited PCI for two pertinent violations there were other

citations but each of those were resolved by PCI and FINRA prior to the date of this audit that PCI

was not in compliance with F1NRA Rule 2010 Standards of Commercial Honor and Principals of

Trade for failing to establish an adequate system to determine whether or not the products and services

offered by OGAC are securities and ii that PCI was not in compliance with FINRA Rule 17a-3

Records for failing to include in its books and records the revenue generated by OGAC as result of

its auction and negotiated transaction operations The Company believes that the revenue was

correctly recorded by OGAC but agreed to settlement with FINRA Pursuant to this settlement for

each calendar year from 2008 to 2012 FINR.A sent PCI an invoice for the finns Gross Income

Assessment which F1NRA member finns are required to pay The deficiency assessed for the year

period was $73294.82 This amount along with fine of $50000 was paid for by OGAC as PCI and

OGAC have agreed that it relates to the operations of OGAC and is an expense of OGAC

Due to these FINRA findings in November 2012 the Company has proposed to FINRA and the SEC

change of control in the proposal The Petroleum Clearinghouse Inc will merge in and with its parent

holding company Petroleum Clearinghouse Holdings Inc The purpose of the proposed merger is to

expand the operations of PCI to include all auction sales and activities including those currently being

conducted by The Oil Gas Asset Clearinghouse LLC ii to respond to and incorporate accounting

matters raised by FINRA in its last audit of PCI and iiito simplii the organization of P2 Acquisition

LLC and the ultimate parent of PCI

The proposed merger will change the entity structure of PCI from corporation to limited liability

company The Company is currently evaluating the potential gain on the liquidation
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